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investment conduits (CMOs/REMICs),
or other mortgage-backed security
transaction, after payments due bond-
holders and trust administrative ex-
penses have been satisfied.

Securities lending means lending a se-
curity to a counterparty, either di-
rectly or through an agent, and accept-
ing collateral in return.

Security means a share, participation,
or other interest in property or in an
enterprise of the issuer or an obliga-
tion of the issuer that:

(1) Either is represented by an instru-
ment issued in bearer or registered
form or, if not represented by an in-
strument, is registered in books main-
tained to record transfers by or on be-
half of the issuer;

(2) Is of a type commonly dealt in on
securities exchanges or markets or,
when represented by an instrument, is
commonly recognized in any area in
which it is issued or dealt in as a me-
dium for investment; and

(3) Either is one of a class or series or
by its terms is divisible into a class or
series of shares, participations, inter-
ests, or obligations.

Senior management employee means a
Federal credit union’s chief executive
officer (typically this individual holds
the title of President or Treasurer/
Manager), an assistant chief executive
officer, and the chief financial officer.

Small business related security means a
security as defined in Section 3(a)(53)
of the Securities Exchange Act of 1934
(15 U.S.C. 78c(a)(d3), e.g., a security
that is rated in 1 of the 4 highest rating
categories by at least one nationally
recognized statistical rating organiza-
tion, and represents an interest in one
or more promissory notes or leases of
personal property evidencing the obli-
gation of a small business concern and
originated by an insured depository in-
stitution, insured credit union, insur-
ance company, or similar institution
which is supervised and examined by a
Federal or State authority, or a fi-
nance company or leasing company.
This definition does not include Small
Business Administration securities per-
missible under §107(7) of the Act.

Weighted average life means the
weighted-average time to the return of
a dollar of principal, calculated by
multiplying each portion of principal
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received by the time at which it is ex-
pected to be received (based on a rea-
sonable and supportable estimate of
that time) and then summing and di-
viding by the total amount of prin-
cipal.

When-issued trading of securities
means the buying and selling of securi-
ties in the period between the an-
nouncement of an offering and the
issuance and payment date of the secu-
rities.

Yankee dollar deposit means a deposit
in a United States branch of a foreign
bank licensed to do business in the
State in which it is located, or a de-
posit in a State-chartered, foreign con-
trolled bank.

Zero coupon investment means an in-
vestment that makes no periodic inter-
est payments but instead is sold at a
discount from its face value. The hold-
er of a zero coupon investment realizes
the rate of return through the gradual
appreciation of the investment, which
is redeemed at face value on a specified
maturity date.

[68 FR 32960, June 3, 2003, as amended at 69
FR 39831, July 1, 2004; 71 FR 76124, Dec. 20,
2006]

§703.3 Investment policies.

A Federal credit union’s board of di-
rectors must establish written invest-
ment policies consistent with the Act,
this part, and other applicable laws and
regulations and must review the policy
at least annually. These policies may
be part of a broader, asset-liability
management policy. Written invest-
ment policies must address the fol-
lowing:

(a) The purposes and objectives of the
Federal credit union’s investment ac-
tivities;

(b) The characteristics of the invest-
ments the Federal credit union may
make including the issuer, maturity,
index, cap, floor, coupon rate, coupon
formula, call provision, average life,
and interest rate risk;

(c) How the Federal credit union will
manage interest rate risk;

(d) How the Federal credit union will
manage liquidity risk;

(e) How the Federal credit union will
manage credit risk including specifi-
cally listing institutions, issuers, and
counterparties that may be used, or
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criteria for their selection, and limits
on the amounts that may be invested
with each;

(f) How the Federal credit union will
manage concentration risk, which can
result from dealing with a single or re-
lated issuers, lack of geographic dis-
tribution, holding obligations with
similar characteristics like maturities
and indexes, holding bonds having the
same trustee, and holding securitized
loans having the same originator,
packager, or guarantor;

(g) Who has investment authority
and the extent of that authority. Those
with authority must be qualified by
education or experience to assess the
risk characteristics of investments and
investment transactions. Only officials
or employees of the Federal credit
union may be voting members of an in-
vestment-related committee;

(h) The broker-dealers the Federal
credit union may use;

(i) The safekeepers the Federal credit
union may use;

(j) How the Federal credit union will
handle an investment that, after pur-
chase, is outside of board policy or fails
a requirement of this part; and

(k) How the Federal credit union will
conduct investment trading activities,
if applicable, including addressing:

(1) Who has purchase and sale author-
ity;

(2) Limits on trading account size;

(3) Allocation of cash flow to trading
accounts;

(4) Stop loss or sale provisions;

(5) Dollar size limitations of specific
types, quantity and maturity to be
purchased;

(6) Limits on the length of time an
investment may be inventoried in a
trading account; and

(7) Internal controls, including seg-
regation of duties.

§703.4 Recordkeeping and documenta-
tion requirements.

(a) Federal credit unions with assets
of $10,000,000 or greater must comply
with all generally accepted accounting
principles applicable to reports or
statements required to be filed with
NCUA. Federal credit unions with as-
sets less than $10,000,000 are encouraged
to do the same, but are not required to
do so.

§703.5

(b) A Federal credit union must
maintain documentation for each in-
vestment transaction for as long as it
holds the investment and until the doc-
umentation has been audited in accord-
ance with §715.4 of this chapter and ex-
amined by NCUA. The documentation
should include, where applicable, bids
and prices at purchase and sale and for
periodic updates, relevant disclosure
documents or a description of the secu-
rity from an industry-recognized infor-
mation provider, financial data, and
tests and reports required by the Fed-
eral credit union’s investment policy
and this part.

(c) A Federal credit union must
maintain documentation its board of
directors used to approve a broker-
dealer or a safekeeper for as long as the
broker-dealer or safekeeper is approved
and until the documentation has been
audited in accordance with §715.4 of
this chapter and examined by NCUA.

(d) A Federal credit union must ob-
tain an individual confirmation state-
ment from each broker-dealer for each
investment purchased or sold.

[68 FR 32960, June 3, 2003, as amended at 69
FR 27828, May 17, 2004; 72 FR 30246, May 31,
2007]

§703.5 Discretionary control over in-
vestments and investment advisers.

(a) Except as provided in paragraph
(b) of this section, a Federal credit
union must retain discretionary con-
trol over its purchase and sale of in-
vestments. A Federal credit union has
not delegated discretionary control to
an investment adviser when the Fed-
eral credit union reviews all rec-
ommendations from investment advis-
ers and is required to authorize a rec-
ommended purchase or sale transaction
before its execution.

(b)(1) A Federal credit union may del-
egate discretionary control over the
purchase and sale of investments to a
person other than a Federal credit
union official or employee:

(i) Provided the person is an invest-
ment adviser registered with the Secu-
rities and Exchange Commission under
the Investment Advisers Act of 1940 (15
U.S.C. 80b); and

(ii) In an amount up to 100 percent of
its net worth in the aggregate at the
time of delegation.
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